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-Lhe Board of Directors of the American 
Telephone and Telegraph Company presents herewith 
the management’s accounting of its stewardship for the 
year 1946 for the information of stockholders, em¬ 
ployees, telephone users and the entire American people 
who have entrusted to private enterprise the responsi¬ 
bility for carrying on this essential national service. 

We shall continue to go forward, providing 
a telephone service more and more free from imper¬ 
fections, errors or delays and always at a cost to 
the users as low as is consistent with fair treatment 
of employees and financial safety. 

Above all, we shall continue to strive to 
merit the good will and esfeem of our fellow citizens 
and to keep the American Telephone and Telegraph 
Company an institution that the American people can 
be proud of. * 
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In no year since the telephone was invented has there been such a 
remarkable increase in the amount of telephone service furnished to the 
American people as in 1946. Responding to the challenge of demand that 
soared far above wartime levels, the men and women of the Bell System in 
all departments and in all parts of the country have done a magnificent job 
and have set new records of accomplishment. 

Over seven billion more calls were handled in 1946 than in 1945. This 
was more than the total increase for the preceding five years. The net gain in 
the number of Bell telephones was 3,264,000, or more than twice the gain for 
any previous year. Since the beginning of 1946 additional telephones have 
been installed at a rate averaging more than 25 a minute every working day, 
and since V-J Day we have added nearly as many telephones as there are in all 
of Great Britain. 

Achievement of this kind reflects the skill, energy and determination of 
the 617,000 people working together in the Bell System team. What has 
been done has not been done easily, but in the face of many problems. 
Hundreds of thousands of new employees have been trained in telephone 
work. Lines and switchboards have been loaded to the utmost to extend 
the telephone’s usefulness to as many customers as can be served. In many 
places where the volume of calls has placed a particularly heavy burden 
on available facilities, special temporary measures have been introduced to 
get calls through as swiftly as possible. In the manufacture of telephone 
cable and apparatus, it has been necessary to overcome serious difficulties 
caused by the persistent scarcity of certain essential raw materials needed 
in large quantities. 

Notwithstanding those problems, the men and women of the Bell Tele¬ 
phone Companies have given more service to more people than ever before 
and the quality of service generally has been good. The Western Electric 
Company, the Bell System’s manufacturing and supply unit, has established 
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new records in turning out urgently needed telephone equipment. And the 
Bell Telephone Laboratories, in addition to their work of developing new 
apparatus and improved communication systems, have done a notable job, 
even beyond what was accomplished during the war, in discovering how to 
employ substitute materials in the telephone plant. Thanks to the combined 
efforts of all, we are moving ahead swiftly on the greatest expansion and 
service improvement program in the history of the business. 

This program coincides with the iooth anniversary of the birth of the 
inventor of the telephone. Alexander Graham Bell was born on March 3, 
1847. When he invented the telephone, a little more than seventy years ago, 
he thought of it at once as an instrument of service to all people everywhere. 
In this Centennial year, when the world honors his genius, we hope to achieve 
a major degree of progress in extending and improving telephone service. 

Working to Serve All 

As a further indication of how vast the job is and how much progress 
is being made, more than 80 per cent of the two million people who were 
waiting for Bell telephone service at the start of 1946 had been cared for by 
the year’s end. In addition, the System was able during the year to take care 
of more than 70 per cent of all new applications received. Yet the total 
number of new requests for service during 1946 was so great, (there were 
more than five million) that at the beginning of 1947 there were still about 
two million people waiting for service. 

We are working hard to remedy this situation and also to reach the 
point where all calls can be handled with pre-war speed or better—in short, 
to give every customer the kind of service he wants when and as he wants it. 
To do this requires, among other things, the installation of immense amounts 
of new central office switching equipment which could not be produced 
during the war. This apparatus is complex and each installation must be 
engineered and made to work with the equipment already in use. A relatively 
long time is required to manufacture and put it in service. However, during 
1946 production was lifted to new high levels and the volume of installation 
work was enormously expanded—with each month more and more equip¬ 
ment is being placed in service. Much of the progress made in 1946, there¬ 
fore, will become evident to telephone users in 1947. 

Two other factors have been of fundamental importance in helping to 
meet the post-war challenge. One is the continued cordial relationship and 


2 








effective cooperation between the Bell System and the 5,900 independently 
owned connecting telephone companies which serve about 5,900,000 tele¬ 
phones throughout the United States. The other is the understanding attitude 
of telephone users. As during the war years, we have done our best to keep the 
public informed about telephone problems and progress, and the friendly 
response and cooperation of our customers have been of tremendous value 
in helping telephone people give better service than would otherwise have 
been possible. 

Earnings 

Bell System operating revenues in 1946 were $2,093,665,000, an increase 
of $162,775,000 or 8.4 per cent over 1945. Operating expenses, other than 
taxes, increased $316,843,000 or 24.9 per cent, due mainly to increases in 
wages and in the number of employees needed to keep pace with the in¬ 
creased volume of telephone service. Total income available for interest 
and dividends amounted to $257,382,000 which was $26,977,000 more than 
in !945- However, 1946 income was increased by Federal tax refunds arising 
from carry-backs of tax credits for certain of the Bell System Companies which 
are effective only for that year. Excluding these tax refunds, earnings in 1946 
were at the rate of only 5.7 per cent on the total capital invested in the busi¬ 
ness. Interest charges were reduced by $4,147,000. 

Consolidated earnings applicable to American Telephone and Telegraph 
Company stock were at the rate of $10.23 per share of which 73^ resulted from 
the tax refunds referred to above. This compares with $8.93 in 1945. Earnings 
of the American Company by itself, which do not include undistributed earn¬ 
ings of its subsidiaries, amounted to $9.42 per share in 1946 and $8.66 in 1945. 
The average number of shares outstanding increased from 19,820,883 in 1945 
to 20,384,750 in 1946 as the result of bond conversions. 

Although 1946 dividend requirements were covered, earnings were below 
the average of the last 25 years despite the unprecedented volume of business 
and overloading of the plant. They were, in fact, only slightly better than 
during the war period of 1942-1945, when, with the increase in Federal tax 
rates, earnings on invested capital averaged only 5.5 per cent, the lowest in 
the history of the System except during the worst years of the depression 
in the early 1930’s. 

Since the close of the war, operating revenues have continued to increase, 
but the increase has been more than offset by increased operating expenses, 
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chiefly in pay rolls. As a result, the ratio of operating expenses, before taxes, 
to revenues is now higher than at the beginning of the war. And while 
Federal tax rates on income are lower than during the war period, they 
remain much higher than in pre-war years. 

Federal excise taxes at war-time rates paid by the users of telephone 
service, which are not in the Companies’ accounts since they are included 
as separate items on customers’ bills and are remitted to the United States 
Treasury, amounted to about $320,000,000 in 1946. These taxes alone greatly 
exceeded the System’s total income available for interest and dividends. Tak¬ 
ing into account also taxes paid by the Companies themselves, the cost of 
telephone service to the customer in 1946 included for taxes an average of $24 
per telephone, and the total paid for taxes was more than twice the amount 
provided for a return to those who have furnished the money to build the lines 
and equipment which the customer uses. 

For the 25 years that have elapsed since the present dividend rate was 
established, consolidated earnings applicable to American Telephone and 
Telegraph Company stock have covered the dividend with a small surplus 
which, on the average, has amounted to about $1.65 per share, per year. To 
obtain this rate of earnings, the System before the war earned substantially 
higher amounts in years when business activity was at high levels. There are 
ups and downs in the business cycle, and to insure that the Bell System Com¬ 
panies maintain their ability at all times to render the highest quality of tele¬ 
phone service to the public, they must have a margin of earnings in good 
times which can be carried forward against those years when business is at 
lower levels. This margin of safety in earnings is only a small fraction of the 
customer’s telephone bill. 

Rates 

Looking back over these 25 years, the expansion and improvement in 
service have been outstanding. The total amount of service rendered by Bell 
System Companies has increased several times over. Speed and quality of 
the service have improved enormously and developments in the art which 
have lessened the cost have made possible substantial reductions in long 
distance rates resulting in current savings to the public of over $375,000,000 
annually. 

The cost of furnishing local service tends to increase with growth and 
the resulting greater complexity of local telephone plant. Nevertheless, over 
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the years, through constant advances of the telephone art and improvements 
in operating methods, the System Companies have been able to furnish a 
substantially more extensive local service without general increases in local 
rates since the readjustment period following the first World War. 

However, World War II started another cycle. Just as prices for prac¬ 
tically everything around us have risen in recent years, so has the cost of pro¬ 
viding telephone service. The cost of labor has increased substantially and so 
has the cost of materials. Wages alone in 1946 accounted for approximately 
58 per cent of all telephone operating expense, including taxes, as compared 
with about 48 per cent in 1945. 

With the current rate of earnings below the average of the last 25 years, 
many of the Bell Telephone Companies, faced with sharply increased costs and 
with the need to secure new capital to expand their plant, are finding it 
necessary to ask regulatory bodies to approve increases in telephone rates. 
Increased rates amounting to about $12,600,000 annually have become effec¬ 
tive in eight states, in three of which the increases are effective under bond 
pending final decision by the regulatory authorities. Applications for rate 
increases have been made in sixteen additional states and similar applications 
are planned in a number of other states where earnings are low. To secure the 
capital essential to insure a progressive, orderly development of the telphone 
system which has always rendered the finest service in the world, rates that 
will produce adequate earnings are required. 

Service 

There were 25,709,500 Bell System telephones in service at the end of 
1946 compared with 22,445,500 at the end of 1945. Currently the rate of gain 
is close to 300,000 per month. 

The number of toll and long distance conversations in 1946 was about 
1,771,000,000 or 16 per cent above 1945 and is more than double the number 
in 1940. 

All things considered, the service remained remarkably good throughout 
the year although below pre-war standards. Speed of handling calls was short 
of desired performance. However, this element of service is directly affected 
by providing for as many customers as possible with available facilities and 
the Bell System has tried to maintain a reasonable balance in the interest 
of all. 
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New employees have been effectively trained and have joined with those 
of longer experience in giving friendly, courteous service in spite of difficulties 
occasioned by shortages of equipment. 

Plant and Facilities 

Total expenditures for new construction were $690,000,000 in 1946, 
compared with $255,000,000 in 1945 and $170,000,000 in 1944. Local ex¬ 
change plant construction, including installation of equipment at customers’ 
premises, accounted for $530,000,000 of the 1946 expenditures and $160,- 
000,000 went into additional toll and long distance circuits and associated 
switching equipment. 

Investment in plant at the end of the year totaled $6,294,419,000, an 
increase of $592,363,000 during 1946. Depreciation and amortization reserves 
were $2,225,415,000, or 35 per cent of the plant investment. 

Many materials continued in short supply throughout 1946 and until 
the latter part of the year certain basic items such as lead and copper were 
still under government control. The difficulties which affected all in¬ 
dustry inevitably affected the program of additions to the telephone system. 
Nevertheless, new telephone equipment was produced in the highest 
volume ever attained. 

In 1946, Western Electric Company delivered to the Telephone Com¬ 
panies over four million telephones, enough dial central office equipment to 
serve 2,750,00a telephones, 3,742 manual switchboard positions, 6,170,000 
conductor miles of exchange cable, 1,128 carrier telephone systems which 
increase the call-carrying capacity of long distance lines, and almost 4,000 
miles of toll cable. About half the toll cable is of the coaxial type which, in 
addition to providing a large number of telephone circuits, can be used for 
television transmission. Except in the case of exchange cable, the production 
of which was restricted by a severe shortage of lead, these totals far exceed 
production in 1941, the last pre-war year. 

Nearly two million circuit miles were added to the toll and long distance 
network. In spite of this, the circuit shortage at the end of the year was 
somewhat higher than at the end of 1945, due to the continued growth in 
the number of calls. 

Cable is being placed for the new transcontinental coaxial cable system 
which will provide a second cable route to the West Coast and installation 
of the necessary auxiliary equipment is going ahead rapidly with the expecta- 
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tion that service from coast to coast over this new artery of communication 
will be started by the end of summer. 

Frequent experimental television use was continued over the coaxial 
cable between New York and Washington, including a demonstration of 
experimental color television. 

Meeting an Emergency 

On December 14, 1946, fire destroyed the River Grove central office 
serving 10,000 telephones in suburban Chicago. Plans for restoration were 
started before the fire was out. Within an hour or two, a few emergency 
lines were in operation and these were soon increased to several hundred. 
For complete service restoration Quonset huts were erected to house the 
60 tons of new equipment, shipment of which started by truck from the 
Kearny, New Jersey, factory of the Western Electric Company on the day of 
the fire. Additional equipment and 300 tons of cable were also rushed to River 
Grove from Western Electric supply depots. Illinois Bell Telephone Com¬ 
pany forces and Western Electric installers, working 24 hours a day, com¬ 
pleted the restoration to all subscribers by Christmas Day, n days after 
the fire. This striking achievement is another illustration of the benefits 
which flow from the Bell System form of organization in which the re¬ 
sources of manufacturing, supply and operating organizations working in 
close cooperation can be speedily marshalled to meet emergencies any¬ 
where in the United States. 

Bell System Financing 

Capital requirements of the Bell System in 1946 were greater than in 
any previous year. More than $550,000,000 of new capital was obtained, 
practically all through the sale of debenture issues. American Telephone 
and Telegraph Company in July sold $125,000,000 Forty Year 2 Vs per cent 
Debentures and The Pacific Telephone and Telegraph Company in October 
sold $75,000,000 Forty Year 2% per cent Debentures, both through com¬ 
petitive bidding. Stockholders of American Telephone and Telegraph Com¬ 
pany, at a special meeting held on October 16, 1946, voted to authorize an 
issue of Convertible Debentures to be offered to shareholders in proportion 
to their holdings of stock of record as of November 8, 1946, each shareholder 
being entitled to subscribe for $100 principal amount of these Convertible 
Debentures for each six shares of stock held. Subscriptions were received 
for $330,208,800 or 96 per cent of the Debentures offered and the unsub- 
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scribed balance of $12,8/8,900 was sold later in the market at an average price 
of $117.65 per $100 of Debentures. These Debentures are convertible into 
stock on and after April 15, 1947 at a conversion price of $150 per share, 
payable by surrender of $100 principal amount of Debentures and payment 
of $50 in cash for each share. 

The stockholders also voted at the special meeting to increase the au¬ 
thorized capital stock of the Company from 25,000,000 to 35,000,000 
shares and to authorize an Employees’ Stock Purchase Plan. 

Telephone companies are not free to choose when or to whom they 
will render service. They must, so far as is within their power, provide facili¬ 
ties to furnish service to all who want it, when they want it. During the 
war, shortages of labor and material made it impossible to provide the addi¬ 
tional plant needed to keep pace with demands for service not directly asso¬ 
ciated with the war effort, and there arc now heavy backed-up demands to 
be met, plant margins to be restored, and deferred betterments which must 
be resumed, in addition to meeting the continuing new demand for service. 
Furthermore, the cost of building new plant to take the place of that retired 
from service has substantially increased. While Bell System Companies fol¬ 
low a long established policy of providing through depreciation expense for 
the cost of property which is being used up in service, they cannot so provide 
for increases in construction costs. 

All this necessitates obtaining large amounts of new capital to finance 
the great construction program already under way. 

The total cost of the Bell System plant amounts today to about $245 
per telephone of which only $16 or 6.5 per cent is for the telephone itself. 
On December 31,1946, plant cost per telephone was distributed between the 
various classes of plant as follows: 




Per Cent 

Items of Plant 

Amount 

of Total 

Telephone Instruments..... 

$ 16 

6.5% 

Lines and Equipment between telephones and 



central offices .—.....-. 

90 

36.7 

Switchboards and Equipment in central offices- 

7 i 

29.0 

Toll and Long Distance Lines_ 

37 

15-1 

Land, Buildings and other Plant.—. _ 

3 i 

12.7 

Total__ .. -- 

$245 

100.0% 
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In many respects the problems confronting us today are similar to those 
which followed World War I. Then as now, there were backed-up demands 
for telephone service and large requirements for new capital. In the five-year 
period 1920 to 1924 inclusive, the total System capital obligations increased 
by 70 per cent. 

Debt obligations comprised about 45 per cent of the total capital of 
the Bell System at the beginning of 1920 but were reduced to 36 per cent by 
the end of 1924. The System debt at the beginning of 1946 was about 
31 per cent of its total capital. However, this ratio had increased to 38 per 
cent by the end of 1946 due to the sale of debt obligations during the 
year, including American Telephone and Telegraph Company Convertible 
Debentures. 

Stockholders 

American Telephone and Telegraph Company continues to be more 
widely owned than any other corporation, with 695,660 stockholders of 
record at the end of 1946. This is 11,763 more than a year ago. More than 
one-half of the stockholders are women. The average number of shares held 
was 29.6 and no stockholder held as much as Vi of 1 per cent of the total 
stock outstanding. Holders of 1 to 5 shares numbered 207,400 while 655,900 
stockholders, or 94 per cent of the total, held less than 100 shares each. 
Holders of 100 shares or more, including insurance companies and other 
institutions representing additional thousands of investors, totaled 39,800 and 
held 47 per cent of the stock. Approximately 50,000 Bell System employees 
own stock in the Company. 

Of the total shares, 43.1 per cent was held by women, 25.7 per cent by 
men, 8.8 per cent in joint accounts, and 21 per cent by trustees, insurance 
companies, corporations and private firms; 1.4 per cent was in the names of 
brokers. There were also at the end of 1946 about 26,900 holders of common 
stock of the Company’s principal telephone subsidiaries. 

The Bell System belongs to people in all walks of life, in the cities, 
towns and rural areas of America. Five states have more than 50,000 stock¬ 
holders each, 26 states more than 5,000 and no state has fewer than 500 
stockholders. The capital of the Bell System comes from the savings of the 
many rather than the wealth of the few. 
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Employees 

During the year, employees in the Bell System, including the Western 
Electric Company and the Bell Telephone Laboratories, increased 142,627. 
At the end of the year, they numbered 617,154. This is the largest number 
of employees and the greatest increase in employment in the history of the 
business. Women now comprise 62 per cent of the total. 

While turnover was higher during the war than before, it never in¬ 
creased to the extent that was common in many industries. Since V-J Day, 
it has shown a downward trend. There are now 190,000 Bell System em¬ 
ployees with periods of service of ten years or more, of whom 112,000 have 
worked in the telephone business twenty years or more. 

To secure the required increase in personnel and to replace losses it was 
necessary to employ more than 316,000 new people in 1946, of whom 243,000 
were women and 73,000 were men. Veterans of World War II continued 
to be an important source of new men. The splendid cooperation of em¬ 
ployees in recommending their friends and acquaintances was an important 
factor in this large employment program. 

In addition, about 56,400 employees have returned to their Companies 
from the armed forces. Of this number, 29,900 returned during 1946. Some 
6,000 of the 69,800 employees who entered military service are still on mili¬ 
tary leave of absence. Out of each 100 Bell System men who have left the 
armed forces, 91 are returning to their Companies. Of the employees who 
have returned, 1,900 were disabled to some degree. It has been possible 
to place practically all of these employees in their old jobs or in other 
work at the same or higher rate of pay. The few who had disabilities 
which prevented their working at least temporarily, have been reinstated 
and placed on disability benefits under the Companies' Benefit and Pension 
Plans. Many veterans of World War II who had not previously served in 
the Bell System have also been employed; their number is, in fact, greater 
than the number of employees who have returned to their Companies 
from the armed services. 

The total pay roll of the Bell System for 1946, including the Western 
Electric Company and the Bell Telephone Laboratories, was $1,602,700,000, 
an increase of $412,146,000 over 1945. For the fourth successive year, the 
schedules of pay for Bell System employees have increased above those for 
all preceding years. 
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In connection with bargaining on post-war wage increases in the latter 
part of 1945 and early in 1946, unions which were affiliates of the National 
Federation of Telephone Workers, and which represented employees of 
twelve Bell System Companies, threatened a nation-wide strike on March 7 
unless their demands were met. However, agreement on a wage adjustment 
was reached just before the threatened strike was scheduled to take place. 
Following this agreement, the Company’s principal subsidiaries made or 
revised agreements with the respective unions representing their employees 
to provide for similar wage adjustments. Also, a strike of employees in the 
Kearny, New Jersey, Plant of Western Electric Company was terminated. 
Practically all wage contracts were negotiated for a term of one year from 
March, 1946. 

In September, 1946, approximately 2,300 employees of the Southwestern 
Bell Telephone Company at Houston, Texas, struck for five days. Other 
minor work stoppages occurred during the year, and there were scattered 
instances where service was interfered with because of refusal to handle certain 
calls to and from subscribers affected by labor disputes, and also because of 
refusal to cross picket lines. These interferences to service were brief and 
involved relatively small groups of employees. 

Employees’ Stock Purchase Plan 

The proxy statement sent to shareholders prior to the Special meeting 
held in October outlined the terms of a proposed Employees’ Stock Purchase 
Plan. This plan which was approved by the stockholders provides that not 
more than 2,800,000 shares of the Company’s capital stock may be issued and 
sold to employees of Bell System Companies, other than officers of the 
American Telephone and Telegraph Company. 

Application has been made to the New York State Public Service Com¬ 
mission for approval of the increase in authorized capital stock of the 
Company which provides the additional stock needed for the plan. After 
such approval has been obtained, the Company will prepare a registration 
statement to be filed with the Securities and Exchange Commission cover¬ 
ing the proposed offer of stock to employees. As soon as this registration 
statement becomes effective a Prospectus will be distributed to employees 
offering the shares for purchase through pay roll allotments. 
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Western Electric Company 

By the end of the year, the sales of Western Electric Company, the 
manufacturing and supply unit of the System, to the Bell Telephone Com¬ 
panies were at a rate more than 2V2 times the volume in 194 

Western Electric has retained 19 manufacturing plants, originally rented 
for war activities, and converted them to the manufacture of telephone 
products. Seven additional plants were leased further to increase production 
facilities. This has enabled it to achieve more immediate production than 
would have been possible through building additions to existing owned plants. 

Owing to large scale cancellation of war contracts following V-J Day, 
total sales decreased in 1946 to $610,356,000, compared with $860,713,000 
in 1945. However, sales to Bell Telephone Companies in 1946 amounted to 
$518,971,000, or 85 per cent of total sales, compared with $188,916,000, or 
22 per cent in 1945. 

Because of general shortages of raw materials, the job of meeting rising 
production schedules has been a continuous struggle. Many expedients were 
employed to stretch available supplies and facilities, such as substituting less 
critical materials for those in short supply. During 1946, more than 800 sub¬ 
contractors were manufacturing equipment or component parts for Western 
Electric Company and providing assistance in constructing tools. In addition, 
Western Electric purchased operating supplies for the Telephone Companies 
and raw materials and supplies for its own use in an amount exceeding 
$250,000,000 from 15,000 suppliers. 

Installation of central office and other equipment by Western Electric 
was proceeding in more than 1,200 different cities and towns, on the aver¬ 
age, each month. About 864,000 lines of dial central office equipment and 
2,300 manual switchboard positions were installed during the year. At year 
end, 538,000 lines of dial and 1,670 manual positions were being installed, 
and the installation forces numbered 19,040, an increase of 9,743 during 
the year. 

Western Electric increased its total force during 1946 from 80,029 to 
114,525 which is nearly 18 per cent above the wartime peak. 

To finance permanently a portion of Western Electric’s capital require¬ 
ments, its stockholders on December 23 authorized an increase in outstanding 
capital stock from 6,000,000 shares to 7,500,00 shares. The additional shares 
were offered pro rata to stockholders at $40 per share. On December 31, 
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American Telephone and Telegraph Company exercised its rights to purchase 
r,496,573 additional shares. 

Earnings of Western Electric Company, including subsidiaries, 
amounted to $t2,336,000 in 1946, or approximately 2 per cent of total sales, 
compared with $15,126,000 for the preceding year. Renegotiation of r945 
earnings on Government business has not been completed. However, the 
Company believes that adequate provision for any adjustment which may 
arise therefrom was made in the accounts prior to 1946. Practically all of 
Western Electric’s claims on war contracts cancelled in 1945 and earlier 
have been settled. 

Until April, 1946, Western Electric prices were fixed, under O.P.A. 
regulations, at about the October, 1941 level, although costs had substan¬ 
tially increased. On May 1, 1946 and subsequently, the Company has made 
increases in prices on practically all of its manufactured products following 
O.P.A. action suspending price ceilings on certain products and granting 
specific price increases on others. 

Research 

The telephone was born in the garret laboratory of Alexander Graham 
Bell, whose Centennial is being observed this year. The original laboratory 
team of Bell and his assistant, Thomas A. Watson, has grown to a force of 
6,000, among whom are many renowned scientists and engineers. But the 
objective of the Laboratories has remained unchanged. Always it has been 
to apply research and invention to the extension and perfection of electrical 
communication, and to create the best facilities for economical telephone 
service that scientific knowledge can make possible. 

Bell was a man of great vision and foresaw the extension of telephone 
service in all parts of the world. His prophecy has been fulfilled and the further 
we progress in the sciences underlying telephony the greater becomes the 
promise of future benefits. As success in research rests upon imagination, so 
does support of research effort represent confidence in the future and recog¬ 
nition that remote utility is as worthy as immediate advantage. 

Alexander Graham Bell was a great teacher and humanitarian as well as 
an inventor. At the time he invented the telephone, he was working on a 
device to render speech visible in a way which could be used to help the 
totally deaf learn to speak correctly. That problem remained unsolved until 
recently when there was devised in Bell Telephone Laboratories a method 






of automatically translating speech sounds into visible symbols legible to 
those trained to read them. Thus faulty speech can be compared with nor¬ 
mal speech by eye rather than by ear. Hie method is now undergoing trial 
with deaf children. 

During 1946, work on the System’s first long-distance overland radio- 
relay system for telephony and television progressed rapidly toward comple¬ 
tion. By the end of the year, access roads were completed and construction 
started at all of the seven intermediate hilltop relay stations along the 200- 
mile route between New York and Boston. Experimental operation of the 
complete system is planned for early summer of 1947. 

In January, 1947, American Telephone and Telegraph Company filed an 
application with the Federal Communications Commission for authority to 
install terminal stations in New York and Chicago for an experimental radio- 
relay communication system between these two cities. ITe purpose of the 
New York-Chicago system is to permit further experimentation with this 
method of transmitting telephone conversations and television, and the Com¬ 
pany considers it important to obtain experience over longer distances than 
those concerned in the New York-Boston trial, since problems of circuit design 
and operation become more complex as the distance increases and can only 
be resolved by actual test. It is expected that about three years will be 
required to complete the development work and to engineer and construct 
the proposed New York-Chicago system. 

The advantages of new arrangements developed by Bell System engineers 
for operating teletype machines over radio channels were demonstrated during 
the war by their use to provide, for the armed forces, rapid and reliable 
worldwide communication over many different types of radio facilities. 
Recently developed lightweight apparatus now permits this equipment to be 
used on airplanes. Successful demonstrations were made at Indianapolis for 
United States and foreign representatives as part of an international review 
of radio aids to air navigation. 

The first commercial use of microwave radiotelephone equipment in the 
Bell System began this year with the installation of 8-channel systems between 
Los Angeles, California, and Catalina Island, and between Barnstable, Massa¬ 
chusetts, and Nantucket Island. Similar equipment, but modified to provide 
16 message channels, is being installed between Marysville and Redding, Cali¬ 
fornia. This radio equipment employs a technique originally developed by 
the Bell Telephone Laboratories for the use of the armed forces. 






This year also saw the first trials of microwave radio television equipment 
developed to transmit television programs from studio or outside pickup 
points to a broadcasting station. The first trial, between pickup points in 
Hollywood, California, and a television transmitting station on Mount Wilson, 
was a notable success. This was followed by other trials including one 
between West Point and New York City, involving an intermediate radio¬ 
relay point. 

Mobile Telephone Service 

The first urban mobile system went into operation in St. Louis on 
June 17, 1946 and at the end of the year service was being given to over 600 
motor vehicles in 25 cities. Over 28,000 calls were being handled per month. 
The first highway system started in the vicinity of Green Bay, Wisconsin, on 
August 28 and plans call for operation along a total of nearly 5,000 miles of 
trunk highway within the next few months. 

During 1946, the states of New York and Pennsylvania contracted with 
the Bell System Companies in those areas for comprehensive two-way state¬ 
wide systems for communication between barracks and police cars. The sys¬ 
tems in these two states, to be provided and maintained by the Telephone 
Companies for the state police, comprise a total of some 130 permanently 
located, fixed radio transmitters, and approximately 600 installations in police 
cars, together with a total of several thousand miles of interconnecting wire 
lines. Additional radiotelephone arrangements of this kind are in prospect 
with air lines, taxicab companies, railroads and power companies. 

Rural Telephone Service 

Telephone service was extended to about 330,000 additional rural fami¬ 
lies during 1946. This increase is more than three times that of any previous 
year. Enough pole lines were built in rural areas to stretch across the country 
six times from coast to coast. 

Important advances were made during the year in the development of 
new methods and techniques. Production of rural power line carrier equip¬ 
ment was begun and the first systems installed commercially are operating 
satisfactorily. This development makes it possible to provide telephone ser¬ 
vice to farms which are distant from telephone lines by permitting the trans¬ 
mission of many telephone conversations simultaneously with electric power 
dnd over the same wires. Also new techniques, permitting the joint use of 
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pole lines for both telephone wires and high voltage power lines, were success¬ 
fully worked out in field trials. An experimental installation of radiotelephone 
service in the ranch country of eastern Colorado is operating satisfactorily. 

The 1946 record is a big step forward in the System program of extend¬ 
ing its service to more rural families as fast as possible. 


Overseas Service 

With the post-war renewal of social and economic relationships between 
countries and increased need for international communications, Bell System 
overseas services during 1946 attained new peaks in volume of messages. The 
year’s total of completed messages was 504,000 as compared with 280,000 in 
1945 and a pre-war maximum of 59,000. 

In order to meet increased demand, the overseas network has been ex¬ 
panded, both by opening service to additional points and by increasing and 
improving the facilities on existing routes. Service during the year was opened 
with Norway, Sweden, Denmark, Belgium, Eire, Palestine, the Virgin Islands, 
South Africa, Kenya, India, Papua, New Britain and Iceland. Telephone users 
in this country may now talk with all of the principal nations of the world 
except China and several nations in Central Europe which were formerly occu¬ 
pied by the Germans. Plans are under way to open service with these countries 
during 1947. 

Tire services with Germany, Austria, and Japan, which were established 
to enable Americans in the military forces to call their homes in the United 
States, continued to handle large volumes of traffic. 

Service has been resumed to ships on the high seas. The demand for this 
service has been much heavier than in pre-war years. Additional vessels which 
are being conditioned for passenger service and new ships under construction 
will be fitted with radiotelephone equipment. Experiments are in progress to 
determine the feasibility of providing service to aircraft flying transoceanic 
routes. 

Benefit and Pension Plan 

The Bell System’s Plan for Employees’ Pensions, Disability Benefits and 
Death Benefits, which was established in ^13, has now been in effect for 
thirty-four years. Its continuing value has been fully demonstrated. The Plan 
plays an important part in the efficient operation of the business, aids errt- 
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ployees and their families in meeting the problems of sickness, accident and 
death, and provides pensions for retired employees. 

Payments under the Plan are provided without any direct or indirect cost 
to employees and apply alike to all who become eligible according to their 
ages, lengths of service and rates of pay. With the exception of service pen¬ 
sions, these payments are made directly by the Companies on a “pay-as-you-go 
basis.” Service pensions are paid from Pension Trust Funds which are devoted 
irrevocably to service pension purposes only. These Pension Trust Funds are 
provided for by accruing in advance, on an actuarial basis, amounts which arc 
paid into such Trust Funds by the Companies. The Pension Trust Funds of 
the Bell System Companies, including the Western Electric Company and the 
Bell Telephone Laboratories, amounted to $704,424,000 at the end of 1946. 

Pension accruals added to the Trust Funds during the year amounted to 
$97,472,000, or 6.1 per cent of the pay roll. At the end of the year, there were 
10,769 men and 6,198 women, or a total of 16,967, on the service pension 
rolls and some 11,000 more had completed the length of service and attained 
the age which entitled them to retire at their own request at the pension pro¬ 
vided for in the Plan. The amount needed to pay these pensions has already 
been provided in the Pension Trust Funds. 

Other payments made under the Plan to about 110,000 employees and 
dependents of employees in 1946 were: 


Sickness Disability Benefits 
Accident Disability Benefits 
Death Benefits _ 

- $21,239,000 

1,145,000 

OOO 

Disability Pensions _ 

Total___.... 

- - 

.. 994,000 

$26,743,000 


Employee Thrift Plans 

The program maintained by Bell System Companies to encourage em¬ 
ployee thrift provides for pay roll allotments, when requested by employees, 
for payment of commercial and government life insurance premiums, pay¬ 
ments to hospital service and surgical care organizations, deposits in savings 
institutions, purchase of United States savings bonds and, in some companies, 
for other related purposes such as payments to credit unions. Within a few 
months it is expected that employees will have the opportunity to purchase 

















American Telephone and Telegraph Company stock under an Employees’ 
Stock Purchase Plan. 

During 1946, the amount laid aside through pay roll allotments under 
these thrift plans totaled $135,000,000, or over 8 per cent of the pay roll. 
Life insurance in the amount of $399,000,000 was being purchased by 112,000 
employees through allotments of $11,100,000 for premiums. Investment in 
United States savings bonds through pay roll allotments in 1946 by 204,000 
employees amounted to $67,900,000 with a maturity value of $90,500,000. 
Employees to the number of 150,000 participated in other savings plans, with 
allotments amounting to $51,500,000. Membership in organizations providing 
for hospital service and surgical care was maintained by 288,000 employees, by 
whom $4,500,000 was allotted for this purpose. 

Vail Medal Awards 

In 1920, the Theodore N. Vail Memorial Fund was established and a 
plan was announced whereby the Fund would provide for the award of medals 
recognizing meritorious acts of service to the public. Gold, silver and bronze 
medals are awarded. Where the awards are made to individuals they are 
accompanied by $1,000, $500 and $100 in cash, respectively. Where groups 
of employees have performed especially noteworthy services in times of public 
disaster, special bronze plaques have been awarded. 

Twenty-one bronze medals, all with accompanying citations, were 
awarded for noteworthy acts performed in 1945. During the twenty-seven 
years since the Fund was established, 15 gold medals, 109 silver medals and 
1,130 bronze medals have been awarded. Bronze plaques have been presented 
to the Companies where the employees have been awarded gold and silver 
medals and special plaques have been awarded to 28 groups of employees. 

A gold medal was awarded posthumously for an especially heroic act which 
occurred during 1946 as follows: 

JULIA C. BERRY, Private Branch Exchange 
Night Chief Operator, of the La Salle Hotel, Chicago, 

Illinois, “for supreme courage, loyalty and devotion to 
duty during a serious fire.” 

Mrs. Berry, who was an employee of the hotel, remained at her switch¬ 
board during a disastrous fire to warn guests of their danger. In so doing 
she gave her own life in order that others might be saved. The gold medal 
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and the accompanying $1,000 in cash were presented to Mrs. Berry’s 
sixteen-year-old son. 

Telephone Pioneers of America 

This honor society of the longer-service people in the telephone industry 
welcomes as members all employees who have had at least twenty-one years 
of service. Its membership comes from all levels of the business. 

The Pioneers’ program of activities—holding social and business meetings 
of the chapters and other member groups, visiting ill and bereaved members, 
giving attention to retired members, assisting in the development of telephone 
company histories and stimulating interest in hobbies—was carried on during 
the year with a continuing increase in effectiveness. 

The number of members at the close of the year was r 09,000. Of this 
total, 16,400 were retired employees. The net gain in members in 1946 
was 9,100. 

Progress in Public Service 

In the eighteen months that have gone by since the end of the war, the 
nation has broadened its use of telephone service as never before. This in¬ 
creasingly widened use is a natural consequence of the success that has been 
achieved in providing fast, convenient service at attractive prices well within 
the reach of millions. The same policies, enterprise and methods which have 
proved so successful in giving this country the best telephone service in the 
world are now being applied by the Bell System to meet the current phenom¬ 
enal demand and to make service better than it has ever been before. 

The conditions which have been fundamental to the Bell System’s prog¬ 
ress in public service may be briefly stated. Each is noteworthy: 

1. The System has a long-stated policy to render the best possible serv¬ 
ice at the lowest cost consistent with fair treatment of employees and finan¬ 
cial safety. This policy is a continuous pledge to performance and it is being 
carried out. 

2. The System includes a research organization which leads the world 
in improving the telephone art, a manufacturing and supply organization 
which provides the best physical apparatus and tools that can be obtained, 
and telephone operating organizations throughout the country which are 
skilled in meeting the highest standards of performance. The close teamwork 
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in research, manufacture, supply and operation is of incalculable value to 
the public. 

3. Over the years the System has been permitted, under public regula¬ 
tion, to earn enough to pay good wages and a return to investors sufficient to 
assure the safety of their investment and to attract the new capital needed to 
expand and improve the service. Adequate earnings over the long-term past 
have been essential in bringing about service which, in spite of all difficulties 
caused by present temporary overloading of the plant, is incomparably better 
and more valuable than the service of a generation ago. It is equally essential 
and in the public interest that earnings be adequate in the future to insure 
to the business the continued flow of capital so necessary to meet the con¬ 
tinuing public demands for more and better service. 

4. The System carries on its work with full regard for the dignity and 
worth of the individual and with consideration for the rights and interests of 
each person associated with the business, whether as customer, employee or 
owner. As an important part of this, opportunity is open to all employees to 
advance according to their abilities and supervisory and management position: 
are filled from the ranks. 

Woven into all of the System’s activities is the spirit of service which has 
long been the great tradition of telephone work. With this spirit, with experi¬ 
ence and skill at hand in abundance, and with new tools and techniques ever 
widening the horizons before us, the Bell System looks forward to steadily 
increasing achievement in service to the American people. 

For the Board of Directors, 

WALTER S. GIFFORD, 
President. 


February 17, 1947. 


Note: The management will solicit proxies for the Annual Meet¬ 
ing of Stockholders to be held on April id, 1947. It is expected that 
a proxy statement and a form of proxy will be sent to stockholders 
in connection with such solicitation on or about March 8, 1^47. 
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SOME INTERESTING FACTS ABOUT THE BELL SYSTEM 



Dec. 31 
1925 

Dec. 31 

*935 

Dec. 31 
1946 

Increase 
During 1946 

Number of telephones (a)... 

11,909,578 

1 3 » 573 >o 2 5 

25,709,458 

3,263,939 

Number of central offices.... 

6,147 

6,896 

7 > 5 01 

127 

Miles of pole lines. 

394 » 5 2 9 

4 ° 7»454 

43 2 » 2S 7 

12,278 

Miles of wire: 

In underground cable. 

27,769,000 

47,639,000 

64,203,000 

3,444,000 

In aerial cable. 

12,835,000 

26,425,000 

35 , 704,000 

1,738,000 

Open wire . 

4 > 339 >°°o 

4,562,000 

5,400,000 

367,000 

Total . 

44 , 943 ,ooo 

78,626,000 

105,307,000 

5,549,000 

Average daily telephone 

conversations* (b) . 

50,141,000 

60,290,000 

105,762,000 

15,214,000 

Total plant. 

$2,566,809,000 

$4,187,790,000 

$6,294,419,000 

$592,363,000 

Total revenues*. 

5 7 6 9 > 537 >°°o 

$ 934,214,000 

$2,119,701,000 

$161,718,000 

Amount available for interest 
and dividends in per cent 

of total revenues*. 

25.04% 

21.14% 

12.14% 

•37% 

Number of employees (c)... 

335 . 8 5 8 

268,755 

617,154 

142,627 

Number of American Tel. & 

Tel. Co. stockholders. 

362,179 

657,465 

695,660 

11,763 


* For year ending December 31. 


(a) Excludes private line telephones numbering 101,329 on December 31, 1946. Including tele¬ 
phones of about 5,900 connecting companies and more than 60,000 directly and indirectly connect¬ 
ing rural or farmer lines and systems, the total number of telephones in the United States which 
can be interconnected is approximately 31,600,000. 

(b) For the year 1946 there were approximately 100,401,000 average daily local conversations and 
5,361,000 toll and long distance conversations, an increase of 16.8% and 16.2%, respectively, over 
the year 1945. 


(c) Includes employees of Western Electric Company and Bell Telephone Laboratories. 
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FINANCIAL STATEMENTS 


Bell System Financial Statements, consolidating the accounts of the American 
Telephone and Telegraph Company and its principal telephone subsidiaries are 
shown on pages 24 to 28, inclusive. 

Financial Statements of the American Telephone and Telegraph Company 
alone are shown on pages 30 to 33. 

The companies whose accounts are consolidated with those of the American 
Company in the Bell System Financial Statements comprise all operating telephone 
companies having assets in excess of $1,000,000 in which the American Company 
owns, directly or indirectly, securities representing more than 50% of the voting 
power. Such companies are listed below, those which are indirectly controlled being 
indented under the immediately controlling company: 

New England Telephone and Telegraph Company 

New York Telephone Company 

New Jersey Bell Telephone Company 

The Bell Telephone Company of Pennsylvania 

The Diamond State Telephone Company 

The Chesapeake and Potomac Telephone Company 

The Chesapeake and Potomac Telephone Company of Baltimore City 

The Chesapeake and Potomac Telephone Company of Virginia 

The Chesapeake and Potomac Telephone Company of West Virginia 

Southern Bell Telephone and Telegraph Company 

The Ohio Bell Telephone Company 

Michigan Bell Telephone Company 

Indiana Bell Telephone Company 

Wisconsin Telephone Company 

Illinois Bell Telephone Company 

Northwestern Bell Telephone Company 

Southwestern Bell Telephone Company 

The Mountain States Telephone and Telegraph Company 

* * 

The Pacific Telephone and Telecraph Company 
Bell Telephone Company of Nevada 
Southern California Telephone Company 

The companies consolidated have for many years maintained their accounts in 
accordance with Uniform Systems of Accounts prescribed for telephone companies 
by Federal authorities. The System of Accounts now in use was prescribed by the 
Federal Communications Commission, effective January 1, 1937. 

Telephone Plant is shown in the Consolidated Balance Sheet in the aggregate 
of the amounts at which it is carried in the accounts of the individual companies 
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consolidated. For the companies in the consolidated group, all intercompany se¬ 
curity holdings, intercompany receivables and payables, and intercompany items of 
income and expense, except minor items which cannot readily be identified, are 
excluded. In the elimination of intercompany security holdings the difference 
between the aggregate cost of such securities to the companies owning them and 
the aggregate par value of such securities has been applied to reduce the com¬ 
bined surplus accounts of the companies consolidated. 

The proportionate interest of the companies consolidated in subsidiaries not 
consolidated is included in the Consolidated Balance Sheet in the aggregate of the 
equities applicable thereto as computed from the accounts of these subsidiaries, 
and the proportionate interest in their earnings is included in “Other Incor e” in 
the Consolidated Income Statement. The principal subsidiary not cor d\k .ted is 
Western Electric Company, which manufactures most cf the telephone apparatus, 
cable, switchboards, etc., Used by the companies consolidated and procures and 
sells to them material and supplies not of its own manufacture. Contracts between 
Western Electric Company and its affiliated telephone companies provide that its 
prices to them shall be as low as to its most favored customers for like materials 
and services under comparable conditions. Items purchased by the telephone com¬ 
panies from Western Electric Company are entered in their accounts at cost to 
them, which includes the return realized by Western Electee Company on its in¬ 
vestment devoted to such business. 

The Federal Communications Commission in December, 1943, ordered one 
of the companies consolidated to make adjustments in its accounts in respect of 
certain purchases of property from the American Telephone and Telegraph Com¬ 
pany which occurred prior to January 1, 1937, the effective date of the present 
System of Accounts. This order was contested in the courts and the litigation was 
terminated in January*, 1946, by a decision of the United States Supreme Court 
which sustained the validity of the order. Following this decision the company 
involved made the entries in its accounts which the Commission had ordered and 
the other companies consolidated are making similar adjustments in respect of 
certain of their purchases of property from affiliated companies. These adjust¬ 
ments, which in the case of some of the companies have not yet been fully com¬ 
pleted, resulted during 1946 in charges of $4,337,886 against the Surplus of the 
American Company and of $20,066,689 against Consolidated Surplus applicable to 
A. T. & T. Co. stock. The offsetting credits were principally to Depreciation 
Reserves. 

Pierre W. Saxton 

Comptroller. 
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BELL SYSTEM FINANCIAL STATEMENTS 

(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries) 
Consolidated Balance Sheet 


ASSETS 


Plant and Other Investments 

Telephone Plant (a). 

At December 31, 1946 this property was classified in the 
accounts of the companies as follows: 

Telephone Plant in Service. # , . $6,105,620,980 

1 lepl me Plant under Construction.... 158,689,302 

Properl, Held for Futu 3 Telephone Use 11,749,183 
Telephone Plant Acquis.cion Adjustment 18,359,614 

Miscellaneous Physical Property. 

Investments in Subsidiaries not consolidated (b). 

Equities in Subsidiaries not consolidated in excess of invest¬ 
ments therein (j). . . 

U. S. Tax Refund Bonds ... 

Other Investments (b) . 

Principally in non-c mtrolled telephone companies. 

Total Plant and Other Investments. 

Current Assets 

Cash and Demand Deposits. 

Temporary Cash Investments . 

Comprises at December 31, 1946, $222,956,769 17 . S. 
short-term obligations having a market value of 
$222 ,908,000; and $85,000,000 demand notes of Western 
Electric Co. 

Special Cash Deposits. 

Current Receivables . 

Amounts due for service ( less reserves amounting to 
$2,854,243 at December 31, 1946), working advances, 
interest and dividends receivable, etc. 

Material and Supplies. 

Principally for construction and maintenance purposes. 

Total Current Assets. 


Deferred Debits 

Prepayments of Rents, Taxes, Directory Expenses, etc. 

Unamortized Debt Discount and Expense. 

CAfter deduction of unamortized premium.) 

Other Deferred Debits. 

Total Deferred Debits. 

Total Assets. 


December 31, December 31, 
1946 . 1945 


$6,194,419,079 

$5,702,056,557 

• 

7,781,162 

262,888,566 

7 > 973 > 7 l6 

198,966,053 

26,382,886 

27,827,276 

5,730,086 

54,605,327 

53,242,166 

$6,644,713,859 

$5,997,159,015 

$ 55,260,573 

307,956,769 

$ 49,422,938 

39 ^> 34 5 >9 39 

5,964,817 

230,284,220 

14,780,128 

217,910,673 

93 - 5 ° 4 >» l8 

50,716,605 

$ 692,970,497 

$ 729,176,283 

$ 20,496,227 
7 2 7 > 47 * 

$ 16,121,899 

2,389,088 

22,017,667 
$ 43,241,365 

$7,380,925,721 

20,710,741 

$ 39,221,728 

$6,765,557,026 


For notes, see page 28. 









































BELL SYSTEM FINANCIAL STATEMENTS 

(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries ) 

Consolidated Balance Sheet— Continued 


LIABILITIES 


Capital Stock (see page 29) 

American Telephone and Telegraph Company: 

Common Stock—Par Value. 

Premiums on Capital Stock. 

Amount received in excess of par value. 
Subsidiaries Consolidated—stocks held by public: 

Common Stock. 

Preferred Stock. 

Total Capital Stock .. 

Funded Debt (see page 29) 

American Telephone and Telegraph Company. 

Subsidiaries Consolidated. 

Total Funded Debt. 

Notes Sold to Trustee of Pension Funds 
Subsidiaries Consolidated. 

Current and Accrued Liabilities 

Accounts Payable. 

Advance Billing for Service and Customers’ Deposits 

Dividends Payable. 

Other Current Liabilities (c). 

Interest Accrued. 

Taxes Accrued. 

Total Current and Accrued Liabilities. 


Deferred Credits. 

Depreciation and Amortization Reserves. 

Provision to meet loss of investment in Telephone Plant 
upon its ultimate retirement from service . 

Surplus applicable to Stocks of Subsidiaries 

CONSOLIDATED HELD BY PUBLIC.. 

Surplus applicable to Stock of A. T. & T. Co. 

Surplus Reserved. 

Includes at December 31, 1946 reservation by A. T. & T. 
Co. of $56,479,871 against general contingencies. 

Unappropriated Surplus (see page 27). 


Total Liabilities. 


December 31, 
» 94 6 

December 31, 
*945 

. $2,060,699,900 
346,929,249 

$2,016,625,100 

329,269,678 

. 91,292,100 

17,904,300 

88,590,900 

17,904,300 

$2,516,825,549 

$2,452,389,978 

$1,061,773,200 

693,000,000 

$ 650,639,200 
613,000,000 

• 51,754,773,200 

$1,263,639,200 

$. 

$ 5,086,203 

$ 221,179,268 
43,868,016 
46,858,295 

1 5,137,966 
12,611,566 
165,290,469 

$ 154,439,653 
37,946,387 
45,817,364 

47.454.784 

10,154,873 

318,026,516 

s 504-945.580 

$ 613,839,577 

$ 14,137,166 

$ 14,369,794 

$2,225,414,650 

$2,051,763,026 

$ 4,313,460 

$ 5,158,827 

$ 64,484,114 

$ 70,069,268 

296,032,002 

289,241,153 

$ 360,516,116 
$7,380,925,721 

$ 359,310,421 
$6,765,557,026 
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BELL SYSTEM FINANCIAL STATEMENTS 

(.American Telephone and Telegraph Company and its Principal Telephone Subsidiaries') 

Consolidated Income Statement 


Operating Revenues Year 1946 

Local Service Revenues. $1,163,791,306 

Toll Service Revenues. 857,667,039 

Miscellaneous Revenues. 76,962,445 

Derived from directory advertising, rents and miscellaneous 
sources. 

Less: Uncollectible Operating Revenues. 4,755,849 

Total Operating Revenues (d). $2,093,664,941 


Operating Expenses 

Current Maintenance. $ 410,947,934 

Cost of inspection, repairs and rearrangements required to 
keep the plant and equipment in good operating condition. 

Depreciation and Amortization Expense. 212,955,415 

Provision to meet loss of investment when depreciable 


property is retired from service, based on rates designed to 
spread this loss uniformly over the service life of the 
property. Such provision represented approximately 4% of 
average investment in depreciable plant in service. 


Traffic Expenses. 537 ^ 45 » 9 °° 

Costs incurred in the handling of messages, principally 
operators' wages. 

Commercial Expenses. 187,161,270 

Costs incurred in business relations with customers; pay 
station commissions; cost of directories, advertising, etc. 

Operating Rents. J ^» 397» 2 59 

General and Miscellaneous Expenses: 

General Administration . 20,388,339 

Accounting and Treasury Departments. 91,912,771 

Development and Research (e). 15,789,631 

Provision for Employees' Service Pensions (f). 65,317,174 

Employees' Sickness, Accident, Death and Other Benefits 22,310,004 

Other General Expenses. 27,479,104 

Less: Expenses Charged Construction. 17,746,333 

Total Operating Expenses. $1,590,758,468 

Net Operating Revenues. $ 502,906,473 


Operating Taxes 


Federal Taxes on Income: 

Income Taxes. $ U 7 ’ 1 93 ’ 99 ° 

Excess Profits Taxes. . 

Refunds due to carry-back of Excess Profits credits. (16,658,655) 

Other Taxes—principally State, local and Social Security- 156,880,226 

Total Operating Taxes (g). $ 257,415,561 

Net Operating Income (carried forward) (g). $ 245,490,912 


Year 1945 

$1,041,226,929 

829,998,95? 

63,122,595 

M 59> 02 5 

$1,930,889,452 


$ 328,345,898 
205,179,332 


403,275,843 

144,311,642 

16,526,834 

17 , 425,404 

70,529,763 
11,893,413 
43,087,190 
18,913,056 
23,271,497 
8 > 8 44 > 3 6 3 
$1,273,915,509 
$ 656,973,943 


$ 105,426,085 
147 , 976, 8 75 

* 

146,513,710 
$ 399,916,670 
$ 257,057,273 


* Credit. 

For notes, see page 28. 
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BELL SYSTEM FINANCIAL STATEMENTS 

(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries') 
Consolidated Income Statement— Continued 


Year 1946 

Net Operating Income (brought forward) (g) .$ 245,490,912 

Other Income 

Dividends from subsidiaries not consolidated (h). $ 13,224,204 

Proportionate interest in earnings (after dividends) of sub¬ 
sidiaries not consolidated (h). 676,524 

Dividends from other companies. 3,847,360 

Miscellaneous income. 8,288,186 

Less: Miscellaneous deductions from income (f) (i). 14,145,317 

Income Available for Fixed Charges .. $ 257,381,869 

Fixed Charges 

Interest on Funded Debt. $ 39,558,965 

Other Interest. 2,357,267 

Amortization of Debt Discount and Expense and other 
fixed charges . 262,646 

Net Income . $ 215,202,991 

Net Income Applicable to Minority Interests 

Preferred Stock. $ 1,074,258 

Common Stock. 5,577,226 

Net Income Applicable to A. T. 8 C T. Co. Stock .. $ 208,551,507 

Consolidated Earnings per share of A. T. & T. Co. Stock_ $10.23 


Year 1945 
$ 257,0^7,273 


$ 13,489,131 

3,166,100 

3,59^558 

6,845,493 
53 ’ 74 S >544 
$ 230,405,011 


$ 42,992,799 

2,846,772 

486,131 
$ 184,079,309 


$ 1,074,258 

5 ’ 947> 211 


5 177,057,840 


$8.93 


Analysis of Consolidated Unappropriated Surplus Applicable to American 
Telephone and Telegraph Company Stock—Year 1946 


Unappropriated Surplus—December 31, 1945. $ 289,241,153 

Net Income applicable to A. T. & T. Co. Stock. 7 . $ 208,551,507 

Transfers from Surplus Reserved—Net. 5,585,154 

Other additions—principally profit on sales of securities. 1,873,121 


Total Additions . $ 216,009,782 


Dividends on A. T. & T. Co. Stock. $ 183,462,749 

Special adjustments* . 20,066,689 

Write-down of Telephone Plant Acquisition Adjustment. 2,038,086 

Adjustments arising from net charges to surplus by subsidiaries not consolidated 1,114,442 

Excess of cost over book equities of stocks of subsidiaries not consolidated 

acquired from minority interests during the year. 952,515 

Losses on sales of property and abandoned projects written off. 524,393 

Other deductions . 1,060,059 

Total Deductions . $ 209,218,933 

Unappropriated Surplus—December 31, 1946.,.;. $ 296,032,002 


*See last paragraph on page 23. 
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NOTES TO BELL SYSTEM FINANCIAL STATEMENTS 


(a) Comprised of land and buildings, rights of way, poles, wire, cable, underground conduit, 
switchboards, telephones, vehicles, furniture, etc. As required by the Uniform System of Accounts 
for Telephone Companies, “Telephone Plant in Service,” “Telephone Plant under Construction” 
and “Property Held for Future Telephone Use” are stated at cost to the companies except that 
property included therein which was acquired from a predecessor owner is stated at its original 
cost when first dedicated to the public use. The amount classified as “Telephone Plant Acquisi¬ 
tion Adjustment” represents certain costs attributable to property purchased from predecessor 
owners. Expenditures for patents have been charged off as incurred and thus are not included 
in the asset accounts. 

(b) These investments are, with minor exceptions, stated at cost. At December 31, 1946, secur¬ 
ities included in Investments in Subsidiaries not consolidated at $28,338,000 and securities 
included in Other Investments at $13,751 were pledged under a bond indenture. 

(c) Included at December 31, 1945, $24,946,837 representing amount unpaid (including pre¬ 
miums) on bonds and debentures called for redemption in 1945. 

(d) Includes $4,771,489 in 1946, which is subject to refund in the event of adverse decisions in 
pending rate cases. 

(e) Cost of development and research work carried on in behalf of the American Telephone and 
Telegraph Company by Bell Telephone Laboratories. 

(f) Total current accruals for employees’ service pensions amounted to $73,619,562 for 1946 
and $52,762,349 for 1945, of which $8,302,388 for 1946 and $9,675,159 for 1945 were charged 
to Miscellaneous Deductions from Income in order to comply with accounting requirements of the 
Federal Communications Commission. The companies and their independent public accountants 
consider that these latter amounts were, in fact, current operating expenses. 

(g) Provision for taxes, principally Federal taxes on income, was reduced by $38,581,528 in 1945 
and $2,497,192 in 1946, with corresponding increases in Net Operating Income, by reason of 
items which were deductible from taxable income but were in the nature of surplus charges. 
The effect of such tax reductions on total Net Income has been offset by charging a portion 
of the items to Miscellaneous Deductions from Income. See Note (i). 

(h) Dividends received from Western Electric Company amounted to $11,972,512 in 1946 and 
$11,935,380 in 1945. The proportionate interest in its earnings after dividends was $335,437 in 
1946 and $3,109,278 in 1945. Renegotiation proceedings with respect to its sales to the United 
States Government during 1945 have not yet been concluded but Western Electric considers that 
it has made adequate provision to cover any refunds which may be required. Also see note (j). 

(i) Miscellanous Deductions from Income include $38,581,528 in 1945, representing a portion 
of the items referred to in Note (g) sufficient to offset their tax effect. These items comprise 
principally $32,770,011 of premiums and other charges in connection with debt redemptions and 
payments to pension funds of $12,295,156 in addition to current accruals. Likewise, there is 
included $2,497,192 in 1946, offsetting similar tax effects in that year. 

(j) So-called “portal-to-portal” pay suits have been instituted against Western Electric Company 
and one of its subsidiaries claiming back wages and liquidated damages of approximately 
$27,000,000 on behalf of part of the employees at two locations. Similar suits may be com¬ 
menced by or on behalf of other employees at these and other locations. Because of the uncer¬ 
tainty as to the existing law, as well as the pendency of legislation before the Congress which will 
have a bearing on«uch litigation, it is impossible to forecast the ultimate liability, if any, that may 
result from such suits. 
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BELL SYSTEM 


Stock and Funded Debt December 31, 1946 


Capital Stock (a) 

American Telephone and Telegraph Company: 

Par Value... 

Premiums . 

New England Telephone and Telegraph Company. 

Illinois Bell Telephone Company. 

Mountain States Telephone and Telegraph Company... 
Pacific Telephone and Telegraph Company: 

Common. 

• Preferred . . . 

Other Principal Telephone Subsidiaries. 

Total Capital Stock. 


Amount 

$2,060,699,900 

346,929,249 

48,355,900 

1,350,100 

l 5 » 33 W°° 

26,230,500 
17,904,300 
_16,300 

$2,516,825,549 


Increase 
During Year 

$ 44,074,800 

17.659.57* 


224,000 

2,477,100 


100 

l 64,435,571' 


Funded Debt 


American Telephone and Telegraph Company: 

Fifteen Year Convertible Debenture 3s, 1956 (b).... 
Fifteen Year Convertible Debenture 254 s, 1961 (c).. 

Thirty Year Debenture 254 s, 1970. 

Thirty Year Debenture 2 54 s, 1975. 

Thirty-Five Year Debenture 254 s, 1976. 

Thirty-Five Year Debenture 2 3 4s, 1980. 

Forty Year Debenture 2 s /as, 1986. 

New England Telephone and Telegraph Company: 

First Mortgage 5s, 1952, Series A. 

First Mortgage 4V2S, 1961, Series B. 

First Mortgage 2 54 s, 1975, Series D . 

New York Telephone Company: 

Refunding Mortgage 3s, 1964, Series C. 

Bell Telephone Company of Pennsylvania: 

First and Refunding Mortgage 5s, i960. Series C_ 

First and Refunding Mortgage 2 3 /4s, 1976, Series D.. 
First and Refunding Mortgage 254 s, 1973, Series E.. 
Diamond State Telephone Company: 

Thirty Year Debenture 3s, 1968. 

Southern Bell Telephone and Telegraph Company: 

Thirty Year Debenture iV+s, 1972. 

Forty Year Debenture 3s, 1979. 

Forty Year Debenture 2^4s, 1985. 

Illinois Bell Telephone Company: 

First Mortgage 254 s, 1981, Series A. 

Southwestern Bell Telephone Company: 

Forty Year Debenture 254 s, 1985. 

Mountain States Telephone and Telegraph Company: 

Thirty Year Debenture 3 V 4 s, 1968. 

Forty Year Debenture 2^fcs, 1986. 

Pacific Telephone and Telegraph Company: 

Forty Year Debenture 2^s, 1985. 

Forty Year Debenture 2%s, 1986. 

Total Funded Debt.. 


$ 41,564,400 

330,208,800 
140,000,000 
100,000,000 
90,000,000 
175,000,000 
125,000,000 

35,000,000 

40,000,000 

20,000,000 

75,000,000 

50,000,000 

20,000,000 

35,000,000 

3,000,000 

35,000,000 

25,000,000 

45,000,000 

50,000,000 

75,000 000 


35,000,000 

75,000,000 

75,000,000 

^*■7 54 ’ 773> 200 


$ (44,074,800)* 
330,208,800 


12 5 , 000,000 


( 30,000,000) * 

35 , 000,000 


75 , 000,000 

$ 491,134,000 


* Decrease. 

(a) Common stock unless otherwise indicated. 

(b) Convertible into stock at $140 per share. 

(c) Convertible into stock at $150 per share on and after April 15, 1947. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 

Balance Sheet 

ASSETS 


Plant and Other Investments 

Telephone Plant (a). 

At December 31, 1946 this property was classified in the 
accounts as follows: 

Telephone Plant in Service. $ 635,521,739 

Telephone Plant under Construction... 40,829,973 

Property Held for Future Telephone Use 681,997 

Investments in Subsidiaries (at cost—see page 34). 

Stocks. $2,801,487,798 

Advances . 183,360,000 


December 31, 

>94 6 

$ 677,033,709 


2,984,847,798 


Other Investments (at cost—see page 34). 43,014,021 

Stocks. $ 42,356,036 

Miscellaneous . 657,985 


Total Plant and Other Investments 


$3,704,895,528 


December 31, 
1945 

$ 615,446,511 


2 , 599 , 3 i 4 , 37 ° 

45,684,940 


$3,260,445,821 


Current Assets 


Cash and Demand Deposits. $ 12,853,535 

Temporary Cash Investments. 307,956,769 


Comprises at December 31, 1946, $222,956,769 U. S. 
short-term obligations having a market value of 
$222,908,000; and $85,000,000 demand notes of Western 


Electric Co. 

Special Cash Deposits. 1,768,477 

Current Receivables. 2 5 >9 3 5 >8° 1 

Amounts due for service (less reserve amounting to 
$49,437 at December 31, 1946), working advances , in¬ 
terest and dividends receivable, etc. 

Material and Supplies. 10,123,674 

Principally for construction and maintenance purposes. 

Total Current Assets . $ 358,638,256 


$ 11,454,082 

283,044,939 


1,740,408 

20,902,154 


8,390,723 


$ 325,532,306 


Deferred Debits 

Unamortized Debt Discount and Expense. $ 2,598,517 

(After deduction of unamortized premium.') 

Other Deferred Debits (e). 13,5 11 ,721 

Total Deferred Debits . $ 16,110,238 

Total Assets . $ 4 >° 79 > 644 >° 22 


$ 1, 944 > 95 ° 

1 3, 1 54,804 
$ i5,o99>754 

$3,601,077,881 


For notes, see page 33. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 

Balance Sheet —Continued 


LIABILITIES 


Capital Stock December 31, 

Common Stock—par value ($100 per share). $2,060,699,900 

Authorized, 25,000,000 shares; outstanding at December 
31, 1946, 20,606,999 shares (b). 

Premiums on Capital Stock. 346,929,249 

Amount received in excess of par value. 

Total Capital Stock . $2,407,629,149 

Funded Debt (see page 29). $1,061,773,200 


Current and Accrued Liabilities 

Dividend Payable. $ 46,359,641 

Accounts Payable (c).\. 23452,309 

Interest Accrued. 6,504,935 

I axes Accrued... 32,991,251 

Total Current and Accrued Liabilities . $ 109,308,136 


Deferred Credits (e).. $ 11,958,310 


Depreciation and Amortization Reserves . $ 248,914,821 

Provision to meet loss of investment in Telephone Plant 
upon its ultimate retirement from service. 


Surplus 

Surplus Reserved... $ 56,479,871 

Reserved against general contingencies. 

Unappropriated Surplus. 183,580,535 

Total Surplus . $ 240,060,406 


Analysis of change during 1946: 

Net Income (see page 32). $191,932,110 

Other additions—principally profit on 
sales of securities. 2,068,367 

Total additions. $194,000,477 


Dividends declared. 

Special adjustment*. 

Other deductions. 

Total deductions. 

Net increase.. 

Total Liabilities. 

* See last paragraph on page 23. 


$183,462,749 

4,337,886 

* 53.943 

$187,934,378 

$ 6,045,899 

. $4,079,644,022 
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December 31, 
*945 

$2,016,625,100 

329,269,679 

$2,345,894,779 
$ 650,639,200 


$ 45 . 355.867 

33.885,532 

4,901,l84 

48,916,550 
$ 133.059.* 33 

$ 12,592,895 

$ 224,877,367 

$ 60,817,757 

* 73 .* 9 6 > 75 ° 
$ 234,014,507 


$3,601,077,881 





















































AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Income Statement 


Operating Revenues Year 1946 

Toll Service Revenues . $181,254,385 

License Contract Revenues.. 28,186,361 

Received for services furnished telephone companies. 

Miscellaneous Revenues. 8,060,226 

Less: Uncollectible Operating Revenues. 732,043 


Total Operating Revenues. $216,768,929 


Operating Expenses (d) 

Current Maintenance (e). $ 35,002,446 

Depreciation and Amortization Expense. 25,997,271 

Traffic Expenses. 28,800,397 

Commercial Expenses. 7,693,025 

Operating Rents.•'. 7 > 333 > 212 

General Administration. 8,924,421 

Accounting and Treasury Expenses. 6,761,446 

Development and Research (f). i 5 » 7 ^ 9 >^ 3 1 

Provision for Employees’ Service Pensions (g). 4,603,473 

Employees’ Sickness, Accident, Death and Other Benefits.. 1,525,224 

Other General Expenses. 3,982,292 

Less: Expenses Charged Construction. 1,352,459 


Total Operating Expenses . N $145,060,379 


Net Operating Revenues. $ 71,708,550 


Operating Taxes 
Federal Taxes on Income (h): 


Income Taxes. $ 28,344,000 

Excess Profits Taxes. . 

Other Taxes—principally State, local and Social Security.. 10,237,035 

Total Operating Taxes . $ 38,581,035 

Net Operating Income (h). $ 33,127,515 

Other Income 

Dividend Income (i). $171,441,401 

Interest Income. 7,099,106 

Miscellaneous Income. ' 1,125,242 

Less: Miscellaneous Deductions from Income (g) (j)... 1,289,018 

Income Available for Fixed Charges. $211,504,246 

Fixed Charges 

Interest on Funded Debt. $ 19,266,558 

Other Interest .... 233,056 

Amortization of Debt Discount and Expense—net. 72,522 

Net Income. $191,932,110 

Earnings per share. $9.42 


Year 1945 

$200,581,807 

25,335.861 

8,600,457 

622,071 

$233,896,054 


$ 36,261,966 
24,236,120 
28,120,600 
9,289,083 
9,113,652 

7.790.543 

5.176,852 

11,893,413 

3,163,924 

1.343.9M 

4,539,405 

685,496 
$140,243,986 
$ 93,652,068 


$ 20,216,000 
23,340,000 
10,053,635 

$ 53,609,635 

$ 40,042,433 


$165,653,470 

4.591.394 

746.913 

17,014,884 

$194,019,326 


$ 22,061,498 
196,501 
121,099 

$171,640,228 


$ 8.66 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Notes to Balance Sheet and Income Statement 

(a) Comprised of land and buildings, rights of way, poles, wire, cable, underground conduit, 
switchboards, telephones, vehicles, furniture, etc. As required by the Uniform System of Accounts 
for Telephone Companies, “Telephone Plant in Service,’' “Telephone Plant under Construction” 
and “Property Held for Future Telephone Use” are stated at cost to the Company except that 
property included therein which was acquired from a predecessor owner is stated at its original 
cost when first dedicated to the public use. Expenditures for patents have been charged off as 
incurred and thus are not included in the asset accounts. 

(b) 3,846,521 of the shares authorized and unissued on December 31, 1946 were reserved for 
issuance upon conversion of debentures (see Funded Debt on page 29). An increase in the 
number of authorized shares to 35,000,000 has been approved by the stockholders and an applica¬ 
tion has been made to the New York State Public Service Commission for its approval of such 
increase. 

(c) Included at December 31, 1945, $15,699,600 representing amount unpaid (including pre¬ 
miums) on debentures called for redemption in 1945. 

(d) Incurred principally in connection with the Company’s long distance communication services 
and in the performance of License Contract services furnished telephone companies. 

(e) Current Maintenance includes $5,000,000 in 1945 to provide for certain expected post-war 
expenditures which were being deferred because of lack of manpower and materials. Total accru¬ 
als for this purpose aggregating $11,500,000 are included in the Balance Sheet as Deferred Credits 
and funds in equivalent amount are included in Other Deferred Debits. 

(f) Cost of development and research work carried on in behalf of the Company by Bell Tele¬ 
phone Laboratories. 

(g) The total provision for employees’ service pensions amounted to $5,121,766 for 1946 and 
■>3.710,423 for 1945. which $518,295 for 1946 and $546,499 for 1945 "ere charged to Miscel¬ 
laneous Deductions from Income in order to comply with accounting requirements of the Federal 
Communications Commission. The Company and its independent public accountants consider 
that these latter amounts were, in fact, current operating expenses. 

(h) Provision for Federal taxes on income was reduced by $15,678,072 in 1945 and $279,696 
in 1946, with corresponding increases in Net Operating Income, by reason of items which were 
deductible from taxable income but were in the nature of surplus charges. The effect of such 
tax reductions on total Net Income has been offset by charging a portion of the items to 
Miscellaneous Deductions from Income. See Note (j). 

(i) Includes dividends from subsidiaries in the amount of $168,291,025 for 1946 and $16- 
779,920 for 1945. 

(j) Miscellaneous Deductions from Income include $15,678,072 in 1945, representing a portion 
of the items referred to in Note (h) sufficient to offset their tax effect. These items comprise 
principally $18,445,429 of premiums and other charges in connection with debt redemptions. 
Likewise, there is included $279,696 in 1946, offsetting similar tax effects in that year. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Investments in Stocks and Advances—December 31, 1946 


Subsidiaries 

Capital Stocks (a) 

Par Value % of Total Book Value 

of Holdings Outstanding (Cost) 

New England Tel. & Tel. Co. 

$107,214,200 

68.92 

$ 112,165,721 

New York Tel. Co. 

421,300,000 

100.00 

444,280,335 

New Jersey Bell Tel. Co. 

140,000,000 

100.00 

153,667,184 

Bell Tel. Co. of Pennsylvania. 

130,000,000 

100.00 

136,316,050 

Diamond State Tel. Co. 

7,000,000 

100.00 

7,700,000 

Chesapeake & Potomac Tel. Co... 

50,000,000 

100.00 

51,000,000 

Chesapeake & Potomac Tel. Co. 
of Baltimore City. 

60,000,000 

100.00 

61,467,862 

Chesapeake & Potomac Tel. Co. 
of Virginia. 

57,000,000 

100.00 

57,000,000 

Chesapeake & Potomac Tel. Co. 
of West Virginia. 

26,000,000 

100.00 

26,000,000 

Southern Bell Tel. & Tel. Co. 

210,000,000 

100.00 

211,817,298 

Ohio Bell Tel. Co. 

177,499,800 

99.99 

i 77 , 542,°98 

Michigan Bell Tel. Co. 

174,986,000 

99.99 

175,398,232 

Indiana Bell Tel. Co. 

46,999,000 

99.99 

47,585,486 

Wisconsin Tel. Co. 

50,200,000 

100.00 

53 > 4 2 3> 8 35 

Illinois Bell Tel. Co. 

19 3,647,5(30 

99 - 3 1 

199,128,308 

Northwestern Bell Tel. Co. 

125,000,000 

100.00 

126,039,490 

Southwestern Bell Tel Co. 

209,998,900 

99.99 

213,251,978 

Mountain States Tel. & Tel. Co... 

42,225,000 

73-35 

43,629,963 

Pacific Tel. & Tel. Co. 

219,894,500 

89.34 

215,552,684 

Pacific Tel. & Tel. Co. — Preferred. 

64,095,700 

78.17 

55,999,180 

Bell Telephone Laboratories, Inc... 

9,250,000 

(b) 50.00 

9,2 50,000 

Western Electric Co., Inc. 

(C) 

99.81 

205,682,094 

195 Broadway Corporation. 

17,500,000 

100.00 

17,515,000 

Eastern Tel. & Tel. Co. (Canada) 

75,000 

100.00 

75,000 

Total. 



$2,801,487,798 

Other Companies 

Southern New England Tel. Co... 

5 13,337,400 

26.67 

$ 13,649,213 

Cincinnati & Suburban Bell Tel. Co. 

8,986,100 

2 9-73 

9 - 549 . 54 ° 

Bell Telephone Company of Canada 

18,749,800 

1 7 - 9 ® 

18,854,783 

Cuban American Tel. & Tel. Co... 

432,50° 

50.00 

162,500 

Cuban American Tel. & Tel Co. 

—Preferred . 

140,000 

50.00 

140,000 




$ 42,356,036 


(a) Common stocks unless otherwise indicated. 

(b) Remaining shares owned by Western Electric Company. 

(c) 7,482,866 shares—no par value. 

(d) Excludes $85,000,000 demand notes held as temporary cash investments. 


Advances 


$ 9,800,000 

33,500,000 
17,200,000 
20,000,000 
675,000 
5,575,00° 

2,075,000 

2,050,000 

1,100,000 

22,300,000 

6,000,000 

2,325,000 


1,500,000 

8,300,000 

10,800,000 

7,250,000 

32,100,000 


(d) 

810,000 


$183,360,000 
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CERTIFICATE OF AUDIT 


New York, N. Y., February n, 1947. 


To the Stockholders of American Telephone 

and Telegraph Company: 

We have examined the balance sheet of American Telephone and Telegraph 
Company as at December 31, 1946, the consolidated balance sheet of the company 
and its principal telephone subsidiaries as at December 31, 1946, and the related 
income statements for the year then ended, have reviewed the systems of internal 
control and the accounting procedures of the company and its subsidiaries consoli¬ 
dated and, without making a detailed audit of the transactions, have examined or 
tested accounting records of the companies and other supporting evidence, by 
methods and to the extent we deemed appropriate. Our examination was made in 
accordance with generally accepted auditing standards applicable in the circum¬ 
stances and included all procedures which we considered necessary. 

Examinations of similar scope have been made by us of the balance sheets as at 
December 31, 1946 and of the statements of income and surplus for the year 1946 
of the principal nonconsolidated subsidiaries of American Telephone and Tele¬ 
graph Company, except Western Electric Company, Incorporated, and its sub¬ 
sidiaries, and we have reviewed accounting reports for the year 1946 rendered to 
American Telephone and Telegraph Company by all other nonconsolidated sub¬ 
sidiaries. The consolidated balance sheet of Western Electric Company, Incor¬ 
porated, and its 100% directly-owned subsidiaries as at December 31, 1946 and the 
consolidated statements of income and surplus of these companies for the year 
1946, with certificate of examination thereof by other independent accountants, 
have been furnished to us. 

In our opinion, the financial statements (pages 30 to 33) and the consolidated 
financial statements (pages 22 to 28) present fairly the position at December 31, 
1946 and the results of operations for the year 1946 of American Telephone and 
Telegraph Company and the consolidated position at December 31, 1946 and the 
consolidated results of operations for the year 1946 of the company and its prin¬ 
cipal telephone subsidiaries, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year. 

Lybrand, Ross Bros. & Montgomery 
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TRUSTEE’S REPORT OF PENSION TRUST FUND 

established by 

AMERICAN TELEPHONE AND'TELEGRAPH COMPANY 


Balance in Fund— December 31, 1945. 5 38,831,102.40 

Additions to Fund During 1946— 

Payments into Fund by Company... $ 5,121,766.00 

Interest Revenue, including gain or loss on investments 

disposed of. 1,073,057.6! 

Total Additions.;• $ 6,194,823.61 

Disbursements for Pensions During 1946. 1,004,591.91 

Net Increase in Fund. 5 >i 9 °> 2 3 1 - 7 ° 

Balance in Fund—December 31, 1946... $ 44,021,334.10 


Comprised of— , 

Bonds of Bell Telephone Companies. $ 3,973,809.60 

U. S. Government Obligations./. 25,478,625.70 

Public Utility, Railroad and Industrial Bonds. 13,882,449.50 

Cash and accrued interest not due. 686,449.30 


Total . $ 44,021,334.10 


Note: Securities are shown on amortized basis. 
New York, N. Y.—February 3, 1947. 


Bankers Trust Company, Trustee 
By W. B. Dunckel, Vice President. 


consolidated statement of pension trust funds 

established by 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
AND ITS PRINCIPAL TELEPHONE SUBSIDIARIES 


Balance in Funds— December 31, 1945. 

Additions to Funds During 1946— 

Payments into Funds by Companies. $ 75 » x I 7 »^ 2 5 *°° 

Interest Revenue, including gain or loss on investments 
disposed of. 1 2,546,797.89 

Total Additions . $87,664,422.89 

Disbursements for Pensions During 1946. 13,465,487.78 


Net Increase in Funds. 

Balance in Funds— December 31, 1946 


$ 443 > 335> l66l 9 


74,198,935.11 

$ 5 i 7 , 534 , iqi . 3 q 


Comprised of— 

Bonds of Bell Telephone Companies. $ 56,834,291.30 

U. S. Government Obligations. 290,467,393.75 

Public Utility, Railroad and Industrial Bonds. 1 55 » 5 ® 3 » 1 35- 2 5 

Cash and accrued interest not due. 14,669,281.00 


Total . $517,534,101.30 


Note: Securities are shown on amortized basis. 

We certify that the above consolidated statement of the Pension Trust Funds established by 
the American Telephone and Telegraph Company and its Principal Telephone Subsidiaries, for 
which Funds this company is Trustee, is correct. 

Bankers Trust Company, Trustee 

New York, N. Y.—February 3, 1947. By W. B. Dunckel, Vice President. 
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AVERAGE DAILY TELEPHONE CONVERSATIONS* 

IN MILLIONS 
BELL SYSTEM 



1920 1925 1930 1935 1940 1946 

* lOCAl, TOll A NO LONG DISTANCE. 


TOTAL OPERATING REVENUES 

IN MILLIONS OF DOLLARS 
BELL SYSTEM 
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TELEPHONE CONVERSATIONS 

IN MILLIONS 

AMERICAN TEL. AND TEL. CO. 
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TOTAL PLANT INVESTMENT 

IN MILLIONS OF DOLLARS 
BELL SYSTEM 



1920 


6000 


- 5000 


- 4000 


3000 


2000 


1000 


1925 


1930 1935 

END OF YEAR 


1940 


1946 


GROSS PLANT ADDITIONS AND 
EXPENDITURES FOR NEW CONSTRUCTION 



4° 















































































































































































NUMBER OF STOCKHOLDERS 
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